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Abstract 

Financial inclusion is, “the process of ensuring access to appropriate financial products and 

services needed by all sections of the society including vulnerable groups such as weaker 

sections and low income groups at an affordable cost in a fair and transparent manner by 

mainstream institutional players”. The financial inclusion is universal access to a wide range of 

financial services at a reasonable cost, which include not only banking products but also other 

financial services such as insurance and equity products. This research paper focuses on the 

concept of financial inclusion, Problems faced by business correspondent model in financial 

inclusion. Products and services offered by Business correspondents and role of Business 

correspondent in financial inclusion 

-
Introduction- 

Even after nationalization of banks , with more than 53000 Commercial bank branches, 15000 

branches of Regional Rural Banks and more than 10000 Cooperative bank branches in the 

country could not reach the poor in terms of building confidence to have the access to banking 

facilities and services. This also resulted in more than 600 million Indians being kept out of 

formal banking services, only 10 per cent of poor in India have access to insurance facilities for 

their lives, 9.6 per cent of population has non-life insurance coverage, still more than 75 million 

households depend on informal financial services like traders and moneylender , where they are 

charged by exorbitant rates of interest which led to considerable hardship and impoverishment of 
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borrowers and result into debt trap, bonded labor, and illegal and forced transfer of entitlement 

on properties. The inclusion of people in the formal financial institutions for access of their 

financial needs was not possible because; Lack of information about the role and function of 

banks, banking services and products, interest rates, etc. stopped people from including 

themselves in mainstream banking, many people (even in metropolis and urban areas) are unable 

to show their self-identification documents during the opening of a bank account or during taking 

a loan, many people are unaware of the banking terms and conditions laid down from time to 

time, various commercial banks across the globe levy transaction charges on credit or debit 

transactions, on over usage of banking services, on cheque book issuance etc., accessibility is a 

problem from all those people who live in geopolitically isolated regions. Moreover, as most of 

the commercial banks are located in the vicinity of cities, people in rural areas have a 

geographical barrier in accessing banks and because of illiteracy a substantial number of people 

are unable to take recourse to banking services. Financial inclusion is the process where the 

inclusion of people who are excluded from the formal banking penetration and creating 

awareness to them for have the access of financial services from the formal financial institutions 

rather than depending upon the informal financial service providers like money lenders. 

According to Chakrabarty (2011) , financial inclusion is, “the process of ensuring access to 

appropriate financial products and services needed by all sections of the society including 

vulnerable groups such as weaker sections and low income groups at an affordable cost in a fair 

and transparent manner by mainstream institutional players”. The financial inclusion is universal 

access to a wide range of financial services at a reasonable cost, which include not only banking 

products but also other financial services such as insurance and equity products, (Planning 

Commission, 2009) . The Government of India in its budget speech on 2007-08 defined financial 

inclusion as, the process of ensuring access to financial services and timely and adequate credit 

where needed by vulnerable groups such as weaker sections and low income groups at an 

affordable cost. For inclusion of excluded people from services of formal financial institutions 

RBI and GOI had undertaken several initiatives. The “Branch - Free Bank Agency” is one of the 
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initiatives by the RBI and GOI for inclusion of people where the bank branches are not located 

and where banks can‟ t reach with its financial services. The “Branch-Free Agent model” plays a 

major role in terms of creating facilities to people for savings, borrowings and other socio-

economic developmental activities. The financial inclusion is the powerful strategy of the 

Government of India to include the excluded people from the financial services of formal 

financial institutions to achieve the inclusive growth. The idea of financial inclusion first started 

in a small village called Mangalam  , where it was decided to open “No–frill accounts”  for all 

adult population there by achieving 100 percent financial inclusion. Mangalam Village became 

the first village in India where all households were provided banking facilities. The identified 

problem with this process was of distance to bank branch. Thus the idea and inevitability of 

using Agent facilities, Information and Communication Technology (ICT) in banking operations 

was came in to thought. 

OBJECTIVES OF THE STUDY 

1. To understand the Concept of Business Correspondents 

 2. To analyse the products and services offered through Business Correspondents 

3.  To examine the role of Business Correspondents in building access to financial services to the 

excluded groups 

4. To analyse the problem faced by Business Correspondents in financial inclusion. 

RESEARCH METHODOLOGY- 

Nature and Sources of data Both qualitative and quantitative data were used for this study, which 

is collected from the primary and secondary sources. 
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PRIMARY SOURCE- 

The basic methodological approach in this study is to evaluate the role of Business 

Correspondents and effectiveness in achieving goal of financial inclusion. The primary data were 

collected through questionnaire and interaction with the target samples like; Business 

Correspondents, clients of Business Correspondents and stakeholders of Business 

Correspondents. The structured questionnaire yes or no questions were prepared to gather 

opinion from sample units (BCs) and sample elements (clients) to fulfill the research objectives. 

SECONDARY SOURCE- 

The secondary data was gathered through a comprehensive survey of the research works carried 

out at academic and official level like; research projects brought out by academicians, bank 

officials, government committees. Also the published research articles, conference papers in 

journals and online sources. 

BUSINESS CORESPONDENTS- 

Business Correspondent Model (BCM) is a “Branch-free Banking” or “branch-less bank” model 

for delivery of formal financial services available from banks to the clients. As shown in figure 

no. 1, Business Correspondents (BCs) play an agents role for inclusion of people who are 

excluded from formal sources of financial services and at the place where bank branches are not 

exist. Business Correspondents are playing role of banker to reach the unreached with the 

support of bank branches, Customer Services points (CSPs), and technology vendors. 

PRODUCTS OFFERED BY BUSINESS CORRESPONDENTS- 

 The following products are to be offered by the CSPs to their clients. 

 1. No Frills Savings Bank accounts 

 2. Recurring Deposit Accounts 
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 3. Remittances 

 4. Fixed Deposit 

 5. Overdraft/Retail loans 

 6. KCC/GCC (Kisan Credit Card/ General Credit Card) 

 7. Third party financial products 

ADVANTAGES OF BUSINESS CORRESPONDENT 

 Following are the advantages of using the Business Correspondents in the Banking services. 

1 A better alternative for bank branches Generally, a rural bank branch can serve 5,000 to 10,000 

families in 15 to 20 villages within a radius of 15kms. A Public Sector Bank branch may require 

more than 5 years to serve unbanked areas in India, while a private sector & foreign bank with IT 

connectivity may require about 5 times more time. Further, obtaining permission to open a 

branch is a long and protracted process. The BC option potentially enables banks to reach out 

much faster and at a much lower cost. 

2 Reaching the unreached The model enable banks to extend financial services to the unreached 

clients beyond their branch network as beneficiaries of the Business Correspondents are mostly 

located at unbanked and under banked areas. 

3 Better loan performance Since local stakeholders like NGOs, post offices, etc., are involved in 

the process, they know the customers at a personal level. The personal connection enhances the 

customers' accountability to the BC, which in turn improves loan performance and repayment 

rates 

4 Doorstep banking Disbursement and loan recovery at the doorsteps of the beneficiary was 

made effective through the Business Correspondents. 
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5 Quick expansion: Scaling up of this model is possible within a short span of time as it is cost 

effective channel for delivery of formal banking services at unbanked areas. 

Role & Responsibilities of Business Correspondents in building access to financial services 

to the excluded groups- 

As a part of its financial inclusion plan, the RBI started the Business Correspondent model in 

2006. Business Correspondents (BCs) are representatives appointed by banks to act as their 

agent. BC’s provide banking services in remote locations where the bank may not have a 

presence. Till 2-3 years back it was very difficult for poor villagers to open a bank account 

because of legal and administrative hassles. Moreover many remote villages do not have bank 

branches. Business Correspondent companies open small offices in remote villages, and in 

partnership with a bank, help poor villagers to open bank account, take a loan or to transfer 

money. Business correspondent model is therefore a partnership model.  

Business Correspondents are retail agents engaged by banks for providing banking services at 

locations other than a bank branch/ATM. Banks are required to take full responsibility for the 

acts of omission and commission of the BCs that they engage. BCs enable a bank to expand its 

outreach and offer limited range of banking services at low cost, as setting up a brick and mortar 

branch may not be viable in all cases. BCs, thus, are an integral part of a business strategy for 

achieving greater financial inclusion.As per State Bank of India: “The BC arrangement 

essentially means enrolling customers and enabling the transactions of the customers at the 

Customer Service Points (CSPs) besides sourcing various deposit and loan products for the Bank 

as a Business Facilitator.” 

Commission Model 

Business Correspondents work on commission model. They will get from bank a commission for 

every new account opened, for money transfer transactions or for new loans disbursed. It is a 

volumes-game for BC companies. As per RBI guidelines, the banks may pay reasonable 
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commission/ fee to the BC, the rate and quantum of which may be reviewed periodically; BC 

are specifically prohibited from charging any fee to the customers directly for services rendered 

by them on behalf of the bank; Commission structure or incentive mechanism should be devised 

in a manner that mere increase in the number of clients served or the transaction volume does not 

drive the commission. 

Eligibility Criteria for Business Correspondent 

As per RBI, banks may engage the following individuals/entities as BC: 

 Retired bank employees 

 Retired teachers 

 Retired government employees 

 Ex-servicemen 

 Individual owners of kirana / medical /Fair Price shops 

 Individual Public Call Office (PCO) operators 

 Agents of Small Savings schemes of Government of India/Insurance Companies 

 Individuals who own Petrol Pumps 

 Authorized functionaries of well run Self Help Groups (SHGs) which are linked to banks 

 Any other individual including those operating Common Service Centres (CSCs) 

 NGOs/ MFIs set up under Societies/ Trust Acts and Section 25 Companies 

 Cooperative Societies registered under Mutually Aided Cooperative Societies Acts (MACS) 

 Cooperative Societies Acts of States 

 Multi State Cooperative Societies Act 

 Post Offices 

 Companies registered under the Indian Companies Act, 1956 with large and widespread 

retail outlets 

 Non-deposit taking NBFC (NBFCs-ND) 
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Business Correspondent Roles and Responsibilities – Awareness and Financial Literacy 

BCs are to create awareness about savings and other products and provide education and advice 

on managing money and debt counselling.  

 A BC must create awareness of financial options among villagers, even before they start 

with products. 

 They should tell the poor people how best to save,invest and get loans. 

 Then they must explain the partner banks’s suitable products for the villagers needs. 

As per Reserve Bank of India (RBI): “Financial literacy and customer education should form 

an important part of the business strategy and should form part of the commitment by 

banks adopting the BC model. Banks may scale up their efforts substantially towards educating 

their clientele in their respective vernacular languages regarding the benefits of banking habit. 

Information regarding BCs engaged by banks may be placed on the respective banks’ websites. 

The Annual Report of the banks should also include the progress in respect of extending banking 

services through the BC model and the initiatives taken by banks in this regard. The banks may 

also use print and electronic media (including in the vernacular language) to give wide publicity 

about implementation of the BC model by them.” 

Business Correspondent Roles and Responsibilities – Eligibility and Enrollment of New 

Customers 

A BC must collect and process initial loan applications including verification of primary 

information/data. 

 A Business Correspondent company must identify prospective customers for various 

financial products offered by Bank. 

 The BC must verify the eligibility of customers for the Financial Products based on the 

eligibility criteria provided by Bank from time to time. 

 The BC company will enroll target customers for various Financial Products on behalf of his 

partner bank. 
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 The Business Correspondent will only sell the Financial Products to eligible customers 

based on the partner Bank’s guidelines. 

 The BC will recommend small loans to target customers. 

 BC will help bank in collecting KYC information (Know Your Customer) information 

from time to time. 

With regards to KYC, the RBI state: “KYC and AML procedures, as laid down in the Master 

Circular DBOD.AML.BC. No.2/ 14.01.001/ 2010-11    dated   July 1, 2010 and subsequent 

circulars on the subject should be followed in all cases.  The banks may, if necessary, use the 

services of the BC for preliminary work relating to account opening 

formalities.  However, ensuring compliance with KYC and AML norms under the BC model 

continues to be the responsibility of banks.” 

Business Correspondent Roles and Responsibilities – Disbursing and Collection 

The BC will disburse small loans, such as agricultural loans, group loans, entrepreneurial loans 

etc based on the partner banks guidelines. 

The Business Correspondent collect payment and fees from Customers as per partner banks 

guidelines. 

For a loan product, BS will help with collection of principal and interest abiding strictly by code 

of conduct. 

Post-sanction monitoring to be done by BC. 

BCs to do collection of small value deposits. 

Rceipt and delivery of small value remittances/ other payment instruments to be done by 

BC.Business Correspondent Roles and Responsibilities – Others 

A BC may cross-sell micro , mutinsuranceual fund products, pension products and other suitable 

third party products. 

BC will be involved in cash handling in terms agreeable to partner bank. 

1.BC has to inform the local branch/ centralized hub of Bank/ NBFC about the closure of any 

accounts. 
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2.On the death of account holder, BC must inform the bank about deactivation of the account. 

3.A Business Correspondent assumes all the risk associated with handling of cash at ground level. 

 

Problems faced by Business Correspondants- 

 

Although the Banking Correspondent Model has experienced some success, there have been 

several hurdles and challenges. We have looked at some of the challenges in terms of different 

factors. They are: 

 Operational issues  

a) Cash handling Allowing Business Correspondents to handle cash is the biggest challenge. 

Ninety-nine percent of the financial transactions are in cash, warranting high-cost cash-handling 

operations and added operational risks. Moreover, clients tend to perceive that the Business 

Correspondents are the owners of the transactions and not facilitating them on the banks‟  

behalf. 

 b) Gullible client profile Recipients of BC services are mostly illiterate and unfamiliar with 

technology rendering them susceptible to misguidance by the Business Correspondents. 

 c) Fraud & Misappropriation Since the Business Correspondents‟  staff operates individually 

without any line supervision, the risk of fraud and misappropriation is higher. There have been 

instances noted of miscommunication by Business Correspondents. Failure to account for cash 

and falsification of records have been noticed and dealt with by banks. 

 Technological barriers Technology is an issue because of lack of standards and training and 

maintenance. A technology framework should encompass policy, legal, security, 75 transaction 

framework and facilitate greater coverage. 

 Absence of appropriate technology is a challenge. 

 Transaction costs are too high because technology is not leveraged fully.  

Finger print storage and retrieval needs to be made convenient. 

 Methodology and standards for data storage on cards also needs to be addressed. 
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 Social Issues  

a) Demand side barriers Demand side barriers include lack of financial literacy, lack of 

awareness of financial services and products, social exclusion and the fact that certain products 

being currently offered are not suitable for the poor. 

 b) Supply side barriers Supply side barriers are the issues with high transaction costs, lack of 

communication and the lack of a proper framework or infrastructure. 

 c) Agency risk Clients perceive the banking correspondents as the owners of the transactions. If 

something goes wrong, the blame would all be on the BC. Reputation risk also of concern since 

\the reputation and credibility of the system is vital for its success. There is a lack of ownership 

among the banks and lack of participative involvement of banks. 

 d. Regulatory concerns 

 a) Interest capping Reaching unbanked areas warrants higher delivery costs and the rate cap 

doesn‟ t allow much room for banks to recover the costs necessary to extend credit to hard-to-

reach areas and in small amounts. 

 b) Distance criteria Banks do not always find it easy to get service area waivers from District 

level Committees which are necessary to operate in certain areas. A number of requests are 

pending for approval and many requests have been rejected without any explanation. 

 c) Cash settlement Cash settlement regulations mandated Business Correspondents to complete 

accounting and settle cash with bank branches within 24 hours of 76 transaction. Given the area 

of operation with accessibility issues and making settlements of transactions within a prescribed 

timeframe was become a challenge to the Business Correspondents. 

Conclusion 

India is a country of huge socio-economic contrast, the 600 million people still live in extreme to 

moderate poverty and 300 million people are the growing middle classes. Country’s continued 

success and prosperity is a measure of its inclusive development. However, inclusive growth is 

challenged by factors such as availability of financial services, accessibility across the vast rural 
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and urban landscape, awareness through education and financial literacy programs. Financial 

inclusion is firmly established as a policy objective of GoI and the RBI. Policy instruments such 

as simplified savings accounts, relaxed KYC norms, dedicated funds to support inclusion etc., 

have been used to accelerate the pace of inclusion in un-banked rural areas. Financial inclusion is 

needed for rural and downtrodden masses which are the future growth engine of the economy. 

Driven by policy intent, banks have undertaken several measures to include the hitherto 

excluded. A large number of “No- Frill-Accounts” were opened and many districts were declared 

as total financial inclusion districts. But a significant number of new customers and accounts 

acquired by banks under the inclusion effort have remained dormant. The customers’ ability to 

transact on the newly opened accounts was severely limited on account of physical and 

psychological distance between the customers and branches. The BC arrangement, as proposed 

by RBI, was expected to provide a customer convenient point of transaction in his/her vicinity. A 

decade back RBI launched the concept Business Correspondents to enable banks to extend their 

network beyond their branches. Business Correspondents provide a point of presence to 

prospective customers nearer to their residence or workplace. The Business Correspondents 

model, Micro-finance Institutions (MFIs) and Self-Help Group are considered as most credible 

modes of delivering financial services. The BC model offers a lower cost channel and local 

presence. However, it is limited by poor security, time-consuming manual processes and a lack 

of scale. Supplementing the BC model with technology can improve security, speed up 

enrolments and transactions, and extend the size of the physical territory that agents can cover. 

138 Finally, the analysis of Business Correspondents’ role in financial inclusion drive results in 

understanding how agent model is effective in achieving the goal of financial inclusion. The 

Business Correspondents who act as banker by way of delivering all kind of formal financial 

services at an affordable cost is very much required for active savings accounts of clients. The 

financial inclusion can be achieved by delivery of formal financial services for short term. But to 

achieve sustained financial inclusion and inclusive growth the financial literacy of clients is very 
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much required. So at present the financial literacy of target groups should be the most essential 

task for all kind of banking service delivery models. 
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